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INTRODUCTION

The issue before the Commission is straightforward — when a carrier of last resort
(“COLR”) raisesitsrate for basic local exchange service, what effect does that rate change have
on the size of the South Carolina Universal Service Fund (“USF”)?

Sprint Communications Company L.P. (“Sprint”) and the South Carolina Cable
Television Association (“SCCTA”) demonstrated to the Commission that the size of the USF
must change when the rate for basic local exchange service changes, because the size of the USF
is calculated based in part on that rate. Simply put, as the rate for basic local exchange service
moves closer to its cost as defined by previous Commission rulings, the size of the USF, and the
amount of subsidy defined by the USF, decreases. As a result, the South Carolina Telephone
Cadlition (“SCTC”) members whose rates increased must reduce their USF disbursementsin an
amount equal to the additiona revenue they receive by virtue of their new rates.

Contrary to the arguments of the SCTC member companies, with respect to the question
at hand Sprint and the SCCTA do not take issue with anything this Commission has done

previously in connection with the USF. On the contrary, a straightforward application of the



Commission’s previous orders applying the plain language found in Section 58-9-280 requires an
adjustment to the size of the USF to reflect this changein rates.

APPLICABLE LAW

The size of the USF shall be determined by the commission and shall be the sum
of the difference, for each carrier of last resort, between its costs of providing
basic local exchange services and the maximum amount it may charge for the
services.

S.C. Code Ann. § 58-9-280(E)(4).

BACKGROUND

Historically, especialy in rura areas where costs tend to be higher, basic local exchange
service has been priced at a rate below the cost of providing that service. Prior to 1996, local
exchange carriers (“LECS’) subsidized local exchange service by pricing rates for other services
offered by the LECs (e.g., access charges) above their costs. These subsidies were considered
implicit, because the amount of subsidy was built into other rates. Commission Order 2001-419
at pp. 26-27.

In 1996, Federal and State law purported to open the local exchange telephone service
market to competition. In an environment where competition for local exchange services might
erode the implicit subsidies supporting basic local exchange service, an alternative method for
subsidizing basic local exchange service was devel oped.

Accordingly, the General Assembly gave the Commission a framework to transition the
basic local exchange service subsidy support mechanism: “at the State level, S.C. Code Ann. §
58-9-280(E) requires that the Commission establish a USF to continue South Carolina’s
commitment to universally available basic loca exchange telephone service at affordable rates

and to replace implicit subsidies with explicit support.” Order No. 2001-419, p. 27.



The statute memorializes that principle in a very straightforward way, by defining the
universe of explicit support available to COLR as they transition away from the use of implicit
subsidies:

The size of the USF shall be determined by the commission and shall be the sum

of the difference, for each carrier of last resort, between its costs of providing

basic local exchange services and the maximum amount it may charge for the

services. S.C. Code Ann. § 58-9-280(E)(4).

The “size of the USF” or the “maximum high cost support” is equa to the total amount of
explicit subsidy available to support the provision of basic local exchange service once all
implicit subsidies have been replaced. At the same time, the “size of the USF” a so represents the
total amount of implicit subsidy built into LEC rates to be transitioned (dollar-for-dollar) to
explicit support. As a result, when and if the USF is fully implemented, the LECs will support
basic loca exchange service exclusively by means of explicit support (USF disbursements), after
all implicit support built into other rates has been removed.

As the Commission is aware, however, to date the LECs have not removed all implicit
subsidy from their rates, and continue to receive both implicit support and explicit support for
basic local exchange servicee The “phase-in” approach to the USF authorized by the
Commission demonstrates the method through which implicit subsidies and explicit support co-
exist as the USF is implemented: “[i]n order to receive funding beyond the initial step, any local
exchange carrier applying for further reductions under the State USF must file detailed cost data
with the Commission clearly demonstrating that implicit support exists in the rates that are
proposed to be reduced.” Commission Order 2001-419, p. 35. (Emphasis added). In other
words, any explicit support requires the removal of implicit subsidies on a dollar-by-dollar basis.

Accordingly, since no LEC has drawn any more than one-third of the “total state USF’ in

as explicit support, an amount equal to at least two-thirds of the “total state USF’ remains



embedded in LEC rates in the form of implicit subsidy. See “Guidelines for South Carolina
Universa Service Fund (USF),” Issued August 29, 2001 as Exhibit A to Commission Order
2001-996. So, today, the combination of explicit support and implicit subsidies fully support the
cost of basic local exchange service.

ARGUMENT

l. An Increase in the Maximum Rate for Basic Local Exchange Service Decr eases the
“Size of the USF”.

Increasing the maximum rate for basic local exchange service, as the LECs have donein
this case, results in a decrease in the “size of the USF’ per the plain language of Section 58-9-
280 and the USF Orders of the Commission. Again, Section 58-9-280(E)(4):

The size of the USF shall be determined by the commission and shall be the sum

of the difference, for each carrier of last resort, between its costs of providing

basic local exchange services and the maximum amount it may charge for the

services.
As the “maximum amount” charged by a COLR moves closer to its “costs of providing basic
local exchange services,” as determined by previous Commission Orders, the “difference’

between those two numbers decreases in an amount equal to the rate increase.

I. A Decreasein the* Size of the USF” Decreases The Amount of Subsidy to Which a
COLR isEntitled.

Accordingly, any subsidy for the support of basic loca exchange service to which a
COLR is entitled decreases as the “size of the USF” decreases (due to an increase in its rate for
basic local exchange service). As discussed at the oral argument in this matter, if the rate for
basic local exchange service were equal to the costs of basic local exchange service, then the
“size of the USF” would be zero, and a COLR would not be entitled to any subsidy to support its
provision of basic local exchange service. More particularly in this case, the “size of the USF’

has decreased by an amount equal to the increase in the basic local exchange service rate. Put
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another way, any COLR raising its basic local exchange rate no longer requires subsidy by the
same amount, because the service’' s own revenues produce an amount closer to the COLR’s cost,
as defined by previous Commission Orders, of providing that service.

I11.  Those COLRsIncreasing Their Ratesfor Basic L ocal Exchange Service M ust
Reduce Their Disbursements from the USF.

With respect to the USF, the only variable that has changed is that these COLRs are now
charging a higher rate and receiving more revenue for basic local exchange service. Their “costs
of providing basic local exchange services’ approved by this Commission have not changed.*
The disbursements the LECs receive from the USF have not changed, and the LECs have
removed no implicit subsidies from their rates. The Commission, following the requirements of
S.C. Code Ann. § 58-9-280, calculated the “size of the USF” for these companies based upon
their previous, lower rates for basic local exchange service. As a result, these companies must
reduce the amount of explicit support they receive from the USF in order to reflect this changein
the “size of the USF.”

The fact that these companies have drawn something less than one-third of the total
explicit support to which the USF would entitle them does not demonstrate otherwise. This
argument overlooks the implicit subsidies these companies receive to support basic loca
exchange service. As described above, the “size of the USF’ or the total support for basic local
exchange service received by the LECs is equal to the sum total of all explicit support received
by the LECs and those implicit subsidies built into other rates. In other words, regardliess of how

much a LEC receives in explicit support, a corresponding amount of implicit subsidies exists.

! None of these LECs has sought approval from this Commission to adjust the “costs of providing basic local
exchange service” used to determine the “size of the USF.” Assuch, the LECs' claim that these costs “are actually
higher now” (Transcript of Oral Argument, p. 34, line 11) isimmaterial unless and until these LECs file for approval
of those costs, and the Commission approves them, pursuant to S.C. Code Ann. § 58-9-280(E)(6).
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CONCLUSION

Sprint’s customers have paid a significant amount into the USF since its inception, and
the total USF distributions to the LECs to date exceed $500 million. The Commission must
ensure that the total support does not exceed that set out in S.C. Code Ann. § 58-9-280 and this
Commission’s Orders. Sprint asks that the Commission apply the applicable statutory provisions
and its Orders, adjust the “size of the USF” for these companies to reflect the changes in their
rates, and require the LECs to reduce their USF distributions accordingly.
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